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Foreword

One single bank of igssue for the whole Reich is the best solution
in every respect. Otherwlse there hes to be coordination among the
different banks or there will be danger of having various types of
currency coexistent. This would lead to still other differences in
economic policy and delay the unificstion of the Reich. However,
iy instructions were that a decentralized system is demanded by the
occupying vovers., It is a basie principle that the ssne regulation
wust be in =ffeet in all four £ones, .

sasic Problems

4« Federal Feserve System ?

There might be an urge to seek a besis for such a decentralized
bank of izsue system in the exrmrle of the Federal Reserve System
of the USAj but that would be wrong, or at least dangerous, because
two basle conditions sre lacking: first, Germany has no metal back-
ing and, second, this decentralization vrinciole in the USA 1s actu-
ally, 1if not legally, replaced by g completely centralized organiza=
tion inagmaek as the Federal Reserve. Bank of New York has such g
dominant position thet it can actually be considered a sort of cen-
tral bank, In Germany, however, no st-te carltal, e.g., Munich,
Berlin, Dresden, Hamburg, etc., would be willing to subordinate itself
%o the others. Tn other words, all the grave problems connected with
such a system, vhich the USA is fortunately able to evade, would be
fully effective in Cermany. :

2+ No Gold Basis, Therefore Paper Currency

The lack of a gold basis foreces the future German currency to be
erected on some other basis than metal. German economy cannot be
expected to gein the necessary gold by export becance in Germany's
present condition (which will not change in the necr future) the ime
port of food and raw materials must necessarily have nriority. Conse-
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quently, the gold currency would have to be bought by renouncing
egsential goods, wirich wouid be too expensive. Oormany’s supply
of foreign exchange 1is also insufficient to erect a currency sys-
tem on this basls. Accordingly, the only possibility is to set
up some sort of paper CUrvency.. * ~ i

o

3, £tate Paper Woney or Rank Notes 7

There asre two possibilliles - state paper currency or bank
notes. In my opinion the second possibility must be chosen. A
pure stote paper currency can actually be so managed that its
stability can be guarantesd. Revartheless, this solutlon must be’
rejected because the Influence of the govermments would be a1l too
strong - actuslly decigiVe; snd the stability of the currency and
a healily monetary policy in goneral would depend not only on the
good intentlons of the 7ravious state governments but alsc on the
availability of well cusliified monelory and currency exverts and
of well based bhusiness Institutes. 1t geems Lo me that we do not
ave sufficiently cueliified men and ectubiisiments in every German
state. Also, psychologlicalliy, a departure frowm state paper currency,
such as we have uaé in disgulse, is necessary Becavse the veorle as
4 whole would rerzard such a system with the greatest distrust. A
currency reform ot based on the cornfidence of the people lsg szense- H
less., For these easons we must chooss a bank note currency, that
is, & money systen Lbaced on the issusnce of bank notes.

4, Guarantes

{inder such a syetem uvususily the rirst guestion asked 1s that ot
packing. This is wrong,for the basic question is the retura of [
pank notes and thms the ecomomiecally necessary limitation of total :
circulation. - Thia fact, toe, favers a bank note currency which :
guarantees an automatic retven nuch better then a state paper curren i
cy, under which a reiurn ogours only roundsbout by a calling in of :
notes through tax surplusesj that 1s, finasncislly; whersas in.z bank
note currency this return ls guaranteed by monetary {(credit]} pollcy.

5. Issuance of Notes

Under a state naper curvency system the notes are issusd by the
state, essentially through financial transactlons, wvhererg with a
bank of isrue the besis is credit. So, with the latter we have a
credit money rathzr than an autonomous currency.

6. Coordinatibn Jy a Central Office ‘ E

v The fact that iesue and recall of money svs handled in accordance
~wilth bank of issus poliicy, that is, according to the currency needs
of the econcmy of the state concerned, makes coordination of the
policy of the various banks of lssue necesssry. Accordingly, it is
proposel that a Cantral Office be crerted to supervise and “regulate
the policy of the verious banks. Thir is so necessary that the
entire system of decentrzlized hanks of issue will stand or fall on
this point. Ail the ideas vroposed by me must be understcod with
the condition that such a Central 0ffice is guaranteed. When it
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exists, it will be a guarantee that no varyling currenclies are
issued by the different banks.

7. FPunctlons and Composition of the Central Office

The Central Office will assume the following functisns: deter=
‘mine the discount rate (which, if necessary, can vary with the diffe -
ent banks), regulate or even take over forelgn exchange management,
observe poiitical«econmmic connections, collect eand publish statis-
ties, etec., establish a clearing houce for all banks of issus, and,
finally, maintain connection with the German central government. Th.
Central Office might also be given a voice in the zprointment of
the presidents of the banks of iseue. '

8. Validity of Barnk Notes

The bank notes of the various stste banks must naturally be
valld in the entire couniry. Psrallel with this is the freedom of
econony, that ir, the 1ifting of any sort of ecconomic barriers be-
tween the differsnt stntes. Until these conditions are met there
would be no sense beginning the banks of iscue, The individual banlk
of issue would issue as many notes (that 1s, create as-much book
money) as credit might be asked of it in the form of exchange dis-
countes. The verying economic develovisent of the different states
would affect the st:tus of the banks of issue. Differences in the
value of the notes of the various state bsnks eannot arise so long
as comrlete economie free trade is gusrantesd. :

9. Poslition of the Banks of Issue

The banks of issue have to stand outside the regular bank sys-
tem, thet 1s, they must be new institutes. None of the oresent
state banks can be allovwed to trke over bank of issue functicns,
This provision is of especial importance in .the Ruseian Zoney where
every stsate hars one monorolistic state bank. 4 coupling of the
state bank and the state bank of issue in one institute would wipe
out the distinction and render public control of bank of issue voclli-
cy difficult, Also, only in this way cen the necessary attention
be rald to the exis%ing differences in the banking situsation in the
Russian Zone =nd the Western Zones. The banks of iscue are to be
established pretty much in accordance with the bank law of 1924,
that is; they muszt be independent of the government., They are bounc
legrlly to fulfill their function as a rublic economic agency and
are forbidden any profit, '

Speclal Problems

in the bssis of these suppositices it 18 clesy that the planned
banks of igsue mustsbe,established'uniformly throughout the whole
country, and this indenendent of the question/*hat organization the
credit banks will have. In the West %the old nrivate credit banks
are still retained; there, accordingly, there are numerous banks to
¢o business with the bznk of isrsues in the Russian Zone there is
only one ronorolistic stzte bapk opnosite each bank of lssue. But
ithis fact does not force a varying form of banks of issue in the

CONFIDERTIAL

Approved For Release 1999/09/08 : CIA-RDP82-00457R000300540006-7



Approved For Release 1999/09/08 : C|A-RDP82-00457R000300540006-7
- CONFIBERHIAL |
25X1A2g

CENTRAL INTELLIGENCE GROUP _

-

individual states. Tnis is true not only in basic vroblems, but
~lec in the rsgulation of syeclal problems. - 1 prowcss two B0TTS

of note issue: .a lsbile rortion based on commercizl bllls (Waren-
ggghse;),,plus collateral, eto., to make poscible the necessary ’
acaptation to the given need for money, and a stzble rortion called
the solid contingent. Here the folloring idzas are declsive:

1. Commercial Bills, Nct Open Farket Policy as Basis

on the basis of the ideas vrcrented above, it 1s necesssTy to
rench a solution of the questicn of note jssue and note recsll
which is not subject to arbltrary influence by the state govern-
ments, so that a sort of automaticity is guaranteed. Since a metal
currency is imrossible and since also rublic bonds are also bagi~
cally imrossible, the only possible basls 1s commercial bills plus’
checks, foreign exchange, and collateral., Eventually any gold whick
might be bought uvp could also be brought into congideration, but
this will play ne greatl role for the time beling.

One might doubt whether a commercial paper will guarentee a
sufficient sugrly of money in the future. since it is well known
that it has lost a lot of imrortance in the rast decede, But actu-
2lly this was caused py the Fact that the meneyd fluidity of most
businesscs made roscible givro rayment snd mzde commercial vapers
unnecessary. Wnen businesses lose tnls fluidlty they must use elthe
a check orf collateral. This parer goes to the credit bank; 1f the
latter is sufficiently ligquid 1t will keep it on hand and not creat
eny new money - which is in accord with the antual situation; how-
ever, 1f it needs fluid means, it passes the paper on to the bank
of issue. %hus the banks of issue, basically, take only bank aceep’ -
ances. Only by thils passing on to the benk of iszue 1s money creatsl
Thus only as much new money is created as the economy denands and
this gutonatically flows pack with the redsmrption of the hill of ex-
change. Therefore, finance bills are excluded and 90 day bills of
exchznge cen be extended only once, In this way automaticity 1is
achieved, even if not on the brzels of o metal currency. As g conse-
(uence of this nolley, the so- =11ed o~en morket policy must be for-
bidden the bsnrs of lscue, excent perhaps with specizl permission
or by direction of the centrel office, which may make a svaring use
of this poseibility in specicl cases for politicsl-economic reasons

2, Fixed Contingent

It must be realized that the bill of exchange (plus foreign ex~
change, collateral security, etc.) cannot form the sole barls of
note currency. A certain amount of money rmust be aveilable to re-
rlace the rrecent currency eirculaticn and later to cover the cur-
rency need which cannot be ceiled to 1ife by the aboveementloned
sredit measures. Therefore, a so-cnlled Tixed contingent must be
1ssued which must be de:ermined by the exchange ratio in which the
0ld money is exchanged for the new. in regard to this exchange rat o
we can say nothing here because that depends on the basic regulatic:s
af the coming currency reform. The essential thing is that such a
fixed contingent must be created.

Naturally 1t would be nossible to create this fixed contingent
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out of siate raper (similar tc the old Reichskagsenscheine). The
states. in this wny, wonld be sble to create this minimume amount
of mesns of navment without any financial obligaticnsji also this

could be dispuised by bringing in treasury

bilis. However, 1t

would be used rvartly to establish a suificlent fund as a mezans of
business, but mainly to redeem the old zaper mconey (the tempo of
this redemption can be suited to the denands of the budget).
Thether this redemytion should be undertaken by the banlis of issue

sione or by some organization ad hoc is a cuestion of secondary

inrortance; also such questions as neasurcs (such as stamring, etec.)
to hit owners of 1llegal treasures, that is, to keer them from turn-
ing it into new money, cannot be handled nere. The main thing is

to keer this fixcd contingent so smell that 1Tt 1s less than the

amount of money recuired by the economy in

order to allow sufficient

free play for the issuance of notes based on bills of exchange.

Tt might have been roscible to assign the issuance of thiyg fixec
contingent to a centrsl market; then we would have had national
notes and stste notes. This solution would be surely worth congid-

eration if it is colitically possible. It

would riean that the Cen-

tral Office, besides ite coordinating znd regulatory functions,

would aisc have bank of issue functicns. Both sclutions are worth
discussion. However, in favor of venunciation of such national note .
we have the greater uniformity of the organization,

The combination of this fixed contingent with the bill of ex-
. change comblnes the necessary production of a sufficient means of
‘payment as a minimum wlth the possibllity ol being able to continue
to create new monsey in the form of bank notes in accord with the

monetary needs of the economy.

3. Striet Liquidity Provisions for the Credit Banks

o prevent the credit banks creating additional book money, &

strict liquidity law must be executed; the

detells are unnecessary

here. In the Yestern Zones the choice of the basis of converslon:
{(whether cash or girc) must be stricter than in the banks of the
russian Zone (since the latter have zlready wiped out the old accour s)

in order to prevent the bank derosits from
of too much additional money.

4., Other Functions

leading to the creation

"he banks of .1ssue carry on the cash transactions of the state
government; also they receive a part of the cash reserves of the

credit banks as deposits.

5. Uniform Foreign Excharize Polley

A uniform foreign exchange policy and management in the hands
of the Central Office is escentlal becausc; otherwise, those states
which, on the basis of their exrort industry, would heve a relative-
1y large amount of foreign oxchange wouid endeavor to use it for the
interests of their own economy, and because, on the other hand, ther

might easily be a psychological iLemptation

to vzlue the notes of suc

banks as have a large foreign exchange backing above var, whereupon
there might be unwanted internal German currency manivulations, As
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soon as the German economy develors somewhat, these fears would
nrobably be groundless; however, untll then,some such cautious
measure 1s to be recommended. This preblem also would bé avolded
if a single, central bank of issue could be created.

Conclusion

The regulation proposed here would not be as good as re-establish-
ing the old Reichsbenk; but even with a new Reichsbank the old
currency basis of 1924 could no longer be used, sinca we lack the
necessary gold and foreign exchange. Therefore, in any case, a

new basis must be sought. The rrovosals .offsred here might %hus
f£ind use. The guestion of the ratic to other currencies 1s not a
German rroblem but derends on the decision of the victorlous powers.
The defense of the German mark, since gold and forelign exchange are
lacking, would depend mainly on the forelgn trade policy, credit
pollcy, and discount volicy, but here, too, for a long time we will
‘be dependent on the victorlous powers. The solution pro:osed, by
means of its automaticity, would prevent any attemrt through devalua-
tion to change eurrency rstios and foreign trade relaticns. Natu-
rally, reestablishment of banks of Jissue wust be preceded by a final
solution of the German monetary rroblem (ecurrency reform} and by a
disposition of the national debt. Otherwise a tecentralized bank
of issue svstenm cannot becone viable in Germany; likewise, the re-
vitalization of (German economy, which is a long way off, must also
be guaranteed. The establicshment of benks of issue and a new
currency form, as well as the currency reform itself, is senseless
without a recovery of German eceonomyj i1f we try to bring 3t about
without this precondition,we will again throw away public confidence,
as far as i1t gtill exists, and thus create a still less favorable
peint of devarture for a later attemnt.
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